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2 KEY ECONOMIC INDICATORS: PANAMA 


All values in million U.S. $ Exchange Rate 
unless otherwise stated, U.S. $1.00 - Balboa 
ITEM A B C D E 
(with date of data shown) 1968 1969 1970 1971 % change with 
similar period 
INCOME, PRODUCTION, EMPLOYMENT 
GDP at Current Prices (2/771) 861.4 944P 1034E - 9.6 
GDP at Constant (1960) Prices 
(3/72) Trae 836.3 894.5 971.6P 8.6 
Per Capita GDP, Current 
Prices (4/71) 640 682P 726E - 6.5 
Bananas (million boxes pro- 
duced for export) (3/72) 28.5 $124: 32.0 3.2 3.8 
Crude 0il (million barrels; 
Processed) (3/72) 20.1 20;2. 26.0 28.1 8.1 
Valuation of Panama Municipal 
Building Permits Issued(3/72) 26.9 2.3. 39.7 55.9 40.8 
Unemployment in Metropolitan 
Area (10/71) 10.7 9.4 13E - - 


BANKING, PUBLIC FINANCE, PRICES 
ommercial Bank Loans Outstanding 
(year end balance except as 


noted) (3/72) 302.4 434.0 665.3 938.3 41.0 
New Commercial Bank Loans 

(cumulative) (3/72) 368.8 565.5 936.9 661.7(11) 77.8 
To Residents (3/72) S278 425.0 544.9 424.9(11) 87.9 
To Foreign Borrowers (3/72) 41.0 140.5 392.0 236.8(11) 62.2 
Bank Deposits, Total (3/72)* 234.8 291.6 413.2 S279 LV3t 
Demand, Domestic (3/72) 75.0 S32 .oe.8 103.8 4.7 
Demand, Foreign (3/72) 14.2 13.5: 223.5 2732 25.7 
Time/Savings, Domestic (3/72) 122.7 134.3 185.6 236.2 27.3 
Time/Savings, Foreign (3/72) 22.9 60.6 105.0 156.6 49.1 
Funded Public Debt, Central 

Gov't. Total (3/72) 168.7 238.8 283.2 323.0 Ea 
Domestic (3/72) 97.9 134.0 143.2 1355.5 8.6 
External (3/72) 70.8 104.8 140.0 167.5 19.6 
External Debt Svc. as % Goods §& 

Svcs. Exports (3/72) 0 242 3.4 5.5 61.8 


Consumer Price Index (1962 base 
year for medium/low income groups 
in Panama City) (3/72) 106.7 108.6 111.9 113.8(111) Lik 
BALANCE OF PAYMENTS §& TRADE 
Balance of Payments (goods & 


services) (3/72) -15.3 -34.4 -81.5 -84.6 3.8 
Commodity Exports (FOB) (3/72) 96.2 109.0 108.8(P) 111.6E 2c6 
U.S. Share(3/72) (1971-10 mo) 78.0% 64.7% 62.2% 47.7% - 
Commodity Imports (FOB) (3/72) 241.5 279..3 322.6(P) 350.SE 8.0 
U.S. Share(3/72) (1971-10 mo) 38.4% 35.7% 39.1% 36.2% - 
Gross Flows to Panama from 
Canal Zone (3/72) ** 149.2 161.1 161.5 168.1 <3 
NOTES: E-Estimates; P-Preliminary; (11) (111) quarterly data. *Excludes domestic 


and foreign inter-bank deposits. **Wages paid Panamanians, other services and 
goods purchased, transfers. 
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SUMMARY 


While final data are not yet available, officials of 
the Controller General's Office have made a preliminary 
estimate that Panama's economy continued to grow in 1971 
in excess of an 8 percent annual rate in real terms. More- 
over, it is believed that the conclusion of a new Canal 
Treaty - with negotiations now under way - will be helpful 
in maintaining a high growth rate. 


Businessmen report that because Panama has an "open 
economy'' (imports are around 30% of GDP) the increase in 
the prices of imported goods has significantly accelerated 
the rate of price increases. New taxes and increased labor 
costs due to the increase in the minimum wage and a "thirteenth 
month" salary bonus announced in November, 1971, are adding 
to the rise in prices. A new Labor Code with increased fringe 
benefits for workers and better conditions for unionization 
and collective bargaining is scheduled to go into effect in 
April, 1972. 


Tourism and construction continue to be leading growth 
industries and both of them offer many good investment oppor- 
tunities. The banking industry is continuing to grow at a 
fast rate. The most recent example of this growth is the 
opening of 3 new branches in the interior by the Chase 
Manhattan Bank. 


Panama is taking the first steps in a gradual change 
to the metric system. Beginning August 31, 1972, the kilo- 
gram will be the standard weight unit to be used in commercial 
and industrial activities. 


A. THE CURRENT ECONOMIC SITUATION AND TRENDS 
1. Current Situation 


Economic growth was especially strong in the construc- 
tion industry and in the tourism industry, each of which accounts 
for about 6% of GDP (in an export multiplier fashion, tourism 
adds perhaps 17% to total demand). Manufacturing production 
also increased significantly, reportedly by 8.4% in constant 
prices. 


Much of the political interest in Panama centers on the 
Panama Canal negotiations. On January 11, Panama occupied 
a seat on the Security Council at the United Nations and 
announced its intention to bring the problem of its sovereignty 
over the Canal Zone before the world organization if the current 
negotiations with the U.S. are not concluded satisfactorily. 


There is to be an election in August of a National Assembly 
which will revise Panama's constitution and later elect a new 
President and Vice President. 


The previous Canal Zone agreements in 1936 and 1955 were 
followed by increased private investment so it can be expected 
that successful conclusion of a new treaty would provide a 
substantial boost to economic activity. However, any unexpected 
problems in the course of treaty negotiations might affect 
investor confidence. 


The ordinary budget of the Government of Panama for 1972 
is projected to be $240.9 million, which is $55 million higher 
than 1971. However, included in this budget are $26.8 million 
to support the investment budget, $45.5 million for debt 
service and $22.7 million for transfers or subsidies to auto- 
nomous agencies. This leaves $146.7 million for operating 
expenses, an increase of only $15 million over last year. The 
Government's projected investment budget for public projects 
in 1972 is $175.6 million, an increase of 45 percent over the 
original 1971 investment budget. 


The growth of revenue in Panama has been substantial 
because of the high rate of increase in real GDP and also 
tax reforms carried out in 1964 and 1970. In 1971, revenues 
are estimated to have risen by 14 percent (preliminary data). 


On February 4, the Government raised taxes on gasoline 
and on April 4 additional production taxes on beer, cigarettes, 
and liquor plus a 100 percent increase in liquor and wine 
import duties will go into effect. These new taxes will enable 
the government to increase revenues by even more than in 1971, 
but the prices of these products have risen substantially, in 
most cases in excess of the projected tax increase. 





Present world market conditions are exerting some 
inflationary pressure on the economy. Although the Consumer 
Price Index for medium and low income groups in Panama City 
is reported to have increased by about only 2 percent? this 
undoubtedly reflects the fact that many items which make up 
this index are included within the Government's price control 
program including "prime necessities" and low income residen- 
tial housing. Thus, it does not reflect the faster rise of 
prices in many key economic sectors like the construction 
industry. A large part of this increase is due to the rise 
in the pricesof imported goods. The revaluation of European 
and Japanese currencies has produced increases in the prices 
of their goods being sold here. Japanese products have 
jumped about 15 percent in relation to U.S. products. There 
also has been a substantial increase in rents for medium and 
high cost housing in Panama City. Increases in labor costs 
because of the new labor laws and new taxes have added to 
the inflationary pressures and labor organizations have begun 
to complain about the rising cost of living. 


Panama's population of about 1.5 million is growing at 
an annual rate of 3 percent and the labor force at a slightly 
faster rate. Of this population, only about 33 percent are 
considered as part of the labor force. Unemployment runs 
around 10 percent for the country as a whole. The metropol- 
itan areas have a higher rate (13 percent) because of the 
influx of campesinos looking for work and because there is 
not as much underemployment as in the countryside. There is 
a growing need for more skilled workers, especially in the 
construction industry. However, because of the large portion 
of the Government's budget that goes toward education and 
some recent investment in vocational schools, the educational 
and skill level of the work force should be improving. 


2. Identifiable Trends 
New Government Actions that Affect the Private Sector 


There have been several important actions taken by the 
Government that affect the business community. Of these, 
businessmen were especially concerned about the Christmas 
Bonus Decree, the increases in the minimum wage, and a new 
Labor Code. However, many of the concerns of businessmen 
have been eased following publication of the new Labor Code 
which turned out to be less harmful to business interests 
than some businessmen had originally feared. 


The most recent amendment to the industrial incentives 
law (Cabinet Decree No. 172 dated August 24, 1971) made the 
law easier to administer. The original decree established a 
broad system of tax exemptions for local manufacturing. These 
*Based on average of prices over 1971 as compared to 1970, 


while 1.2% increase in Key Economic Indicators table compares 





exemptions are designed to encourage export industries, import 
substitution industries, and industries that will locate their 
plants in the interior of the country. There has been some 
increase in investment in the interior of the country with 
such projects as a new Slaughterhouse in David, an expansion 
of the Coca Cola plant in David, the construction of a sugar 
mill in Veraguas (a government supported cooperative venture), 
and modernization of another in Santa Rosa. The Ministry of 
Commerce and Industry reported that during 1971 the Government 
Signed seventeen agreements under the incentive decree repre- 
senting projects valued at $2.4 million, and that twelve more 
valued at $1.8 million were in process at the end of 1971. 


A minimum wage decree was published in the press in 
November, 1971. It set different wages for different areas 
of the country with the highest wage applied to the urban 
areas. The wage scale now in effect ranges from $.35 to 
$.50 per hour. The decree only sets the basic minimum wage 
level; therefore, it will be necessary for a panel from the 
Ministry of Labor to set the adjustments for higher paid occu- 
pational categories. The impact of the measure on the cost 
structure of the economy should be limited since only about 
5 percent of the labor force will be affected. The minimum 
wage in an urban area like Panama City was set at $.50 per 
hour, which is the same or slightly below the present rate 
received by the lowest-paid workers covered by the law. 


Also in November a cabinet decree was published in the 
press announcing a mandatory "thirteenth month" salary bonus. 
This decree was issued without much warning and was especially 
hard on smaller businesses that were not ready for such a 
large extra expenditure at the end of the year. For December, 
1971, this Christmas bonus was only a half month's salary. 
This year and subsequent years the bonus will be equal to a full 
month's salary, paid in 3 equal parts in the middle of April, 
August, and December. The August amount will be credited to 
the worker in a special housing account in the Government- 
owned savings bank (Caja de Ahorros). 


The new Labor Code which has now been published does 
not include anything radically different and its effect on 
businessmen will depend to a large extent on how the Code is 
enforced. In general the Code provides to workers an increased 
range of benefits such as vacations, overtime, and transporta- 
tion. There are provisions to limit the number of extra hours 
of work and to give 150 percent of the hourly wage for overtime. 
It gives the Government an enlarged role in labor-management 
relations and improves the conditions for unionization and 
collective bargaining. Another major gain for the worker is 
the right to collective bargaining and to strike. The Code 





also provides that 90 percent of the ordinary workers in a 
business must be Panamanians and that only 15 percent of 
specialized technical workers can be foreigners. Besides the 
modest increases in workers' benefits, a major gain was made 

in job security. Under the Code a worker can only be dismissed 
"for cause", and the employer must justify any dismissal to 

the Ministry of Labor. If the employer cannot sustain the 
dismissal before the Ministry, the worker must be given a 
penalty compensation. 


The Government decreed last September a moratorium on 
the firing of workers, except in the event of "just cause as 
defined by the law'', until the new labor code goes into 
effect (tentatively on April 2, 1972). 


Panama to Adopt Metric System 


The Ministry of Commerce and Industry announced through 
Resolution No. 282 on August 31, 1971, that the International 
System of Units has been established as the official system 
for Panama. The Price Control Office has been requested to 
gradually change the present English system used for weights 
and measures to the metric system. On price lists in which 
the weights of items appear, the weights will be listed in 
both units for a short time period. 


Effective August 31, 1972, the kilogram will be the 
standard weight unit to be used in commercial and industrial 
activities. Scales entering the country in the future must 
be equipped to measure weight in units of grams and kilograms. 


The Importance of the Foreign Sector 


The foreign sector is extremely important since Panama 
normally runs a large trade deficit which is offset by net 
income from the Canal Zone, the Colon Free Zone, and service 
industries like banking and tourism as well as capital inflows. 


Panama's imports have risen steadily in recent years, 
so that in 1970 imports of goods and services amounted to over 
40 percent of GDP. However, the 7 percent increase in imports 
through September, 1971, was not as high as in previous years 
and the rate of increase throughout 1972 should remain at 
approximately that level. The U.S. share of these imports 
was only 35 percent, but this share should increase as U.S. 
exporters take advantage of the recent realignment of currency 
parities. 
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Visible exports through the third quarter were up 
by 5 percent in current dollars. Prospects for further 
improvement in 1972 are not bright because of the banana 
situation. Bananas are the single most important export 
commodity and represent almost 50 percent of the value of 
exports. The demand for bananas has not been growing fast 
enough to absorb an increasing supply from all the banana 
producing countries of the world. Because of this world- 
wide overproduction and the resulting fall in prices, 
expansion of banana production was curtailed in 1971. In 
Panama banana shipments were slightly higher than the pre- 
vious year, but their value was less because of the lower 
market price. The situation is expected to show little 
change in 1972. 


Prices rose in 1971 for shrimp, a key export item for 
Panama. The shrimp catch was not as good during 1971 as it 
was in 1970, but the value of the amount of shrimp exported 
was a little higher than in 1970. 


Panama's sugar industry had an excellent production 
year in 1970/71. Sugar production probably approached 
90,000 tons or 6,000 above 1969/70, and export availability 
may slightly exceed the proposed quota level for Panama in 
1972 of 46,729 tons. Construction of the Government's new 
Veraguas sugar refinery project appears to be on schedule 
and it should be ready to get into production next year. 


The volume of traffic in the Canal and the resulting 
revenues to the Panama Canal Company fell slightly in 1971, 
due to the winding down of the Vietnam War and the sluggish 
economic conditions in both the U.S. and Japan. The end of 
the West Coast dock strike and the tentative agreements 
reached by Gulf and Atlantic Coast longshoremen should 
remove one barrier to an increase in Canal traffic for 1972. 
Panama's earnings from the Canal reached a plateau in 1970 
and in 1971 made a direct contribution of less than 15 percent 
of Panama's GDP compared to about 16 percent the year before. 


Banks Expand Their Operations 


The openness of Panama's banking and monetary policies 
has led to the establishment of many domestic and foreign 
financial institutions. Panama provides unrestricted currency 
convertibility. The Balboa is on par with the U.S. dollar 
and U.S. dollars are used as legal tender. Many local and 
foreign banks have established themselves here because of the 
favorable environment for conducting offshore lending opera- 
tions. There are now 23 foreign banks compared to only 5 in 
1964. Banco Cafetero (Colombia), Deutsch-Suedamerikanische 
Bank, and Algemene Bank Nederland all established branches in 
Panama within the past 5 months and the Marine-Midland Bank 
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established a representative's office (not a fuli-service 
bank) last November. Chase Manhattan announced the inaug- 
uaration of additional branch offices in three interior 
cities of Panama on March 14. 


Cabinet Decree No. 30 (February 24, 1972) has made 
reforms in the regulations of the National Securities Commission, 
which was created in July, 1970. The most important reform 
introduced by the decree is the elimination of the capital 
gains tax on stocks registered with the National Securities 
Commission. It also removes the requirement of reporting 
interest on bonds as taxable income, but instead requires 
that companies paying out the interest withhold a 5 percent 
annual tax. This applies to interest paid by companies reg- 
istered with the Commission on all interest bearing corporate 
securities with maturity dates not less than three years from 
the date of issue. The principal objectives of the decree 
are to strengthen the regulations of the Commission and at 
the same time to create financial incentives that will increase 
the registration with the Commission of companies that sell 
stocks (including mutual funds) or issue bonds. 


Construction and Tourism Industries Thrive 


Construction continues to be one of Panama's most 
thriving industries. The increase in private construction 
activity during the past year was $16.2 million or 40.8 percent 
in comparison to 1970 (as measured by construction permits 
issued in the District of Panama), but this level of activity 
is not much higher than in 1969 when adjustments are made for 
the very fast rising construction costs. Shortage of domestic 
cement is again causing a problem as it did in 1969. However, 
the Panama Cement Company should complete the expansion of 
its plant in May which will double its capacity. Meanwhile, 
more cement is being imported from Venezuela. 


Because of Panama's favorable geographic location, 
tourism is a strong investment prospect for the coming years. 


The industry is continuing to grow at a rapid rate. 
During 1971 there is reported to have been an increase of 
17.9 percent over 1970 in the number of visitors arriving at 
Tocumen International Airport and at the border with Costa 
Rica. The Panamanians are taking the fact that 1972 has 
been proclaimed the Year of Tourism in the Americas very 
seriously and are working hard to expand the tourist industry. 
Along with the other countries of Latin America, they are con- 
sidering steps to facilitate travel such as requiring only a 
Single travel document for nationals of all Latin American 
countries. The Panamanian Institute of Tourism (IPAT) 
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has even suggested a tourist credit card for Panamanians to 
use within their own country so that the benefits from 
tourism will be spread throughout the whole country. 


A 1971 Economic Report by the Planning Office of 
Panama estimated that tourism, counting its multiplier effects, 
contributed 17% of total demand in Panama. It also estimated F 
that income from tourism could be tripled in the next five 
years, but would require public and private investment of 
$100 million in hotels, complementary services, and infra- 
structure projects. The report forecast the need for an 
additional 4,000 hotel rooms during the decade of the seventies. 


Panama's development as a banking, service, and ware- 
housing center, and as a transit point for international 
flights has provided a base for the promotion of tourism. 
Besides promoting the building of hotels and facilities for 
visitors, the IPAT is encouraging the many visitors in transit 
to the rest of Latin America to stay longer in Panama. AID 
has granted a loan of $4.1 million to help in the construction 
of a $5.8 million center for conventions and permanent exhibitions 
of industry and commerce. The Government is also considering 
the restoration of historic sites, and some of these projects 
have already begun. Examples of private investment in the 
tourist industry include a new hotel now under construction 
in Panama City, renovation of the principal hotel in Colon, 
development of tourist facilities on the island of Contadora, 
and the plan to invest $6.0 million in the development of a 
model city on Isla Viveros. The Perlas Islands in the Gulf 
of Panama represent a good opportunity for this kind of invest- 
ment. The tourist industry has been given many incentives, 
of which the most important is found in Decree Law No. 26 
of September, 1967 (as expanded by Decree Law No. 77 of March, 
1971). Firms which are dedicated exclusively to tourist opera- 
tions and which are approved by the Government's tourism agency, 
IPAT, are provided exemptions from taxes and import duties on 
items necessary for the firm's tourist activities. An example 
of an item brought into Panama duty free under this law is 
the excursion buses operating from the hotels in Panama City. 
The law also provides Government guarantees for investment in 
new hotels, motels, and other tourist attractions. 


B. IMPLICATIONS FOR THE UNITED STATES 


Projects and Investments Offer Opportunities to U.S. 
Businessmen Tee ee ree ty 


A $616.3 million five-year development program has been 
announced in the press by the Presidential Planning Office. 
The investment program for the period 1972-1976 is to be fin- 
anced by local funds, the UN Development Program, and other 
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foreign aid organizations. 


The highest projected allotment was for transportation 
and communications which includes the aviation and highway 
programs. Other allotments were: 


Electric resources - $89 million 

Housing - $88 million 

Public Health - $76.4 million 

Irrigation Projects - $71.5 million 

Industrial Development - $46 million 

Agriculture and Livestock Development - $41.8 million 
Education - $40.9 million 


The emphasis in the agricultural sector is on development 
of a marketing system, crop diversification, and providing 
irrigation projects to counter the effects of the dry season 
when productivity declines in both crops and suitable pastures 
for cattle. 


The Government's investment in the agricultural sector 
is expected to increase this year as it has done in the last 
several years. There are many possibilities for private 
investment in agriculture and food processing. The markets 
in the Republic, the Canal Zone and the United States are 
attractive ones for locally produced fruits and vegetables. 
Fish farming and raising livestock are also good possibilities, 
although cattlemen do have to contend with both a domestic 
Panamanian meat price control system and a voluntary restraint 
program on beef exports to the U.S. There also should be a 
good possibility for the sale of farming equipment. 


Panama has a new industry in the extraction of iron ore 
along the Pacific Coast beaches. The project is the result 
of a $5 million investment by a Japanese firm. The first 
shipment of 20,000 tons was made in February, and the plant 
has the capacity to export each month 25,000 tons of ore with 
65 percent iron content. A group of seven Japanese firms also 
is close to an agreement with the Panamanian Government for 
the exploitation of a copper deposit in Petaquilla. Production 
is expected to begin after four years of prospecting in the 
100,000 acre mining zone. The copper field was discovered in 
1968 by a U.N. technical mission conducting a mineral survey 
of the country. The find is mainly porphyritic copper, but 
the presence of molybdenum has also been established.* 
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The Japanese are making a strong effort to open new markets 
in Panama, and they are especially involved in the Colon Free 
Zone. Recently 'they had a large industrial fair to exhibit 
their goods in Panama City. They are also prime contractors 
for the Victoria Sugar Mill in Veraguas. 
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The International Bank for Reconstruction and Development 
is going to help finance (with a loan of $3.6 million) a pro- 
gram to replace 40 shrimp boats that are more than 10 years 
old. The Government is presently looking for a standard design 
for the boat. After a design is accepted, it will be taking 
bids on the construction of the boats. The money is to be 
handled by the Banco Nacional de Panama. Funds have also been 
appropriated for an IBRD feasibility study for a modern fishing 
port. 


There are several projects of great importance to Panama 
City. The city is presently facing a developing shortage of 
water and electricity. There is already some water rationing 
during the dry season and frequent, brief reductions in the 
supply of electricity. The Government is going to build another 

unit at the Las Minas thermoelectric generating plant 
and is presently constructing a hydro-electric plant on the 
Bayano River in an effort to meet the increasing electricity 
demand. The water problem will be solved by the construction 
of a new purification plant. However, both problems could 
become worse in the next few years before these projects 
become operational. 


The Bayano Hydroelectric Plant, which will be partly 
financed by a $42 million World Bank loan, should be functioning 
by 1977 with a capacity of 150 megawatts. The most recent 
addition to the Las Minas plant will cost $6.4 million and 
should be ready by 1974. The new water filtration and reservoir 
system for Panama City will have a capacity of 45 million gallons 
per day. This should supply the needs of the city until the 
year 2020 when the population of the city is projected to rise 
to 1.5 million inhabitants. This estimate includes the contin- 
ued supply of water from the Miraflores plant in the Canal Zone, 
which supplies more than 36 million gallons daily to the city. 
The $30 million water project is two thirds financed by AID 
and is scheduled to be completed by 1974. 


Land clearing operations have begun on the nation's new 
multi-million dollar airport at Tocumen. A new runway and 
terminal will be built to replace the present facilities and 
should be operational by 1975. The present terminal will be 
converted into a cargo and general aviation facility. Work 
has begun on a 9.7 mile section of the Darien Gap Highway from 
Canitas to Rio Bayano. Panama, Colombia, and the United States 
have agreed on the financing of this last 250 mile section of 
the Pan American Highway. Panama will invest $30 million of 
the entire $150 million cost. 
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The foregoing projects and the construction boom des- 
cribed previously provide an exceptional market for American 
exporters, especially of heavy machinery and equipment. The 
low tariff rates based on exemptions as an incentive for 
investment, complete currency convertibility, and the wide 
use of English in the cities makes Panama attractive to 
American firms of all sizes, including those new to export. 
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